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STADIS////////////////////////

 

FOR ASSISTANCT SECRETARY KATZ

 

E.O. 12065: GDS 7/6/85 (ROGERS, STEPHEN H.) OR-E

TAGS: ENRG, MX

SUBJECT: US/MEXICO NATURAL GAS TALKS

 

REF: MEXICO 11099

 

1.  (C - ENTIRE TEXT.)

 

2.  SUMMARY:  E/C COUNSELOR AND PETOFF MET LAST EVENING

(JULY 5) WITH FERNANDO HIRIART TO FOLLOW UP ON DISCUSSIONS

EARLIER IN THE WEEK DURING CODEL BARNES/BOWEN VISIT.  ON

TUESDAY MORNING (JULY 3) HIRIART TOLD E/C COUNSELOR,

PETOFF AND CODEL THAT MEXICO WAS INTERESTED IN A SHORT-

TERM CONTRACT FOR SMALL VOLUMES OF GAS, BUT WOULD ALSO

CONSIDER A LONGER-TERM ARRANGEMENT FOR LARGER VOLUMES OF

GAS.  NEW ELEMENTS OF PARTICULAR INTEREST IN HIRIART'S

PRESENTATIONS WERE:  (A) THE VIEW THAT THE SHORT- AND

LONGER-TERM ARRANGEMENTS WOULD HAVE TO BE LINKED BY SOME

FLEXIBLE MECHANISM THAT WOULD REFLECT UNFORESEEN CHANGES

IN MARKET CONDITIONS, AND (B) THE SUGGESTION THAT GOM MAY

FEEL PRESSURE TO EXPORT GAS TO MEET ITS NEEDS FOR FOREIGN

EXCHANGE FOR DEVELOPMENT.  END SUMMARY.
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3.  AT THE EARLIER MEETING, HIRIART SAID MEXICO DID NOT

AT THIS TIME NEED TO SELL GAS BUT COULD MAKE UP TO 700-

800 MMCF/D OF NON-ASSOCIATED GAS AVAILABLE BY 1982,

ASSUMING THE PRICE QUESTION COULD BE RESOLVED.  HE INDI-

CATED THAT LARGER VOLUMES COULD BE MADE AVAILABLE IF,

FOR INSTANCE, MORE FIELDS ARE DISCOVERED WITH VERY HIGH
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GAS/OIL RATIOS OR IF MEXICO DECIDES NOT TO USE ALL OF ITS

ASSOCIATED GAS DOMESTICALLY.  (THIS LATTER COURSE WOULD

MEAN THAT MORE CRUDE OIL WOULD HAVE TO BE REFINED DOMESTI-

CALLY LEAVING LESS FOR EXPORT.)  HOWEVER, MEXICO WAS ONLY

INTERESTED IN A SHORT-TERM, LOW-VOLUME CONTRACT IF A

FLEXIBLE MECHANISM COULD BE ESTABLISHED THAT WOULD

ENCOMPASS THE POSSIBILITY OF A LONGER-TERM, LARGER-

VOLUME CONTRACT.  THE MECHANISM SHOULD ALSO ALLOW FOR

CONSULTATIONS ON OIL MARKET CHANGES.

 

4.  E/C COUNSELOR AND PETOFF WERE ESPECIALLY INTERESTED

IN THE NATURE OF SUCH A MECHANISM.  AT OUR DISCUSSIONS

THURSDAY HIRIART DESCRIBED HIS "FLEXIBLE MECHANISM" AS

SIMPLY A PERIODIC MEETING OF THE ENERGY WORKING GROUP.

HE FELT THAT WHEN MAJOR CHANGES OCCURRED - CHANGES IN

SUPPLY OF OR DEMAND FOR GAS IN EITHER COUNTRY, OR SUB-

STANTIAL CHANGES IN INTERNATIONAL OIL PRICES - A NEW ROUND

OF TALKS COULD BE CALLED TO ADJUST A CONTRACT ACCORDINGLY.

THE MEXICANS WOULD WANT A GUARANTEE THAT ANY AGREEMENT

REACHED ON THE ENERGY WORKING GROUP DISCUSSIONS WOULD GET

ACCELERATED TREATMENT (APPROVAL) BY USG REGULATORY AUTHOR-

ITIES.  (COMMENT:  THIS SCHEME SHOWS VERY CLEARLY THE

MEXICANS FEAR THEY WILL SOMEHOW BE HAD IN A LONG-TERM CON-

TRACT WITH A SET ESCALATION PROCESS.  THEY HAVE SERIOUS

DOUBTS ABOUT US ESTIMATES OF GAS IMPORT NEEDS, AND THEY

ARE CONCERNED THAT THEIR NEED FOR ADDITIONAL FOREIGN
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EXCHANGE EARNINGS WILL LEAD THEM TO A LESS THAN OPTIMAL

CONTRACT.  SHOULD U.S. ESTIMATES OF THE GAS SUPPLY/DEMAND

SITUATION PROVE OVER OPTIMISTIC, THEY WANT TO BE ABLE TO

CAPITALIZE ON THE IMPROVED MARKET CONDITIONS.

TO ENSURE THEIR RIGHT TO RE-

NEGOTIATE, THEY WOULD LIKE TO REGULARIZE - AS IN THEIR

OIL CONTRACTS - THEIR RIGHT TO TINKER WITH THE CONTRACT.

END COMMENT.)

 

5.  THROUGHOUT THE THURSDAY MEETING IT WAS OBVIOUS THAT

HIRIART WAS UNCOMFORTABLE AT NOT BEING ABLE TO PRODUCE

THE PROMISED MEXICAN COUNTER-PROPOSAL.  HE SAID THAT

NEITHER SECRETARY OTEYZA NOR PRESIDENT LOPEZ PORTILLO HAD

TIME TO FOCUS PROPERLY ON THE ISSUE.  HIRIART'S HOPE WAS

THAT DURING THE NEXT AND ANY SUBSEQUENT MEETINGS THE PRICE

ISSUE COULD BE NARROWED SO THAT AT THE UPCOMING PRESIDEN-

TIAL MEETING A FINAL ACCORD COULD BE HASHED OUT.  HE SAID

THE PRICE QUESTION WAS ULTIMATELY SOLUBLE ONLY AT THE

POLITICAL LEVEL AS LONG AS THE US MAINTAINED ITS POSITION

OF A LACK OF NEED FOR ADDITIONAL GAS IMPORTS.

 

6.  HIRIART SUGGESTED THE MEXICAN PERCEPTION OF THE GREAT-
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EST WEAKNESS IN THE US POSITION WAS THE "SUPPLY OPTIMISM"

IN OUR RECENT PAPERS ON US DOMESTIC GAS AVAILABILITY AND

MARKETS.  HE DID NOT SEE HOW WE COULD MEET ALL OF OUR

NATIONAL GOALS - LOWER CRUDE OIL IMPORTS AMONG THEM -

AND STILL SUPPLY THE ENERGY NEEDS OF OUR ECONOMY.

 

7.  HIRIART ALSO HINTED AT THE MAJOR WEAKNESS IN THE

MEXICAN POSITION.  PART OF THE REASON THAT THERE IS NO

(LITTLE) ASSOCIATED GAS AVAILABLE FOR EXPORT IS THAT

PEMEX IS WELL BEHIND ON ITS PRODUCTION SCHEDULE.  THIS,

COMBINED WITH UNEXPECTEDLY HIGH DOMESTIC CONSUMPTION, HAS

REDUCED EXPORTS AND, EVEN WITH MARKEDLY HIGHER OIL PRICES,
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EXPORT EARNINGS.  MEXICO WILL REQUIRE CONTINUED EQUIPMENT

AND SERVICE IMPORTS AND MAY, IN FACT, NEED GAS EXPORT

EARNINGS TO PAY FOR THEM.  IN ANY EVENT, GAS EXPORTS RE-

PRESENT AN EASILY TAPPED SOURCE OF ADDITIONAL FOREIGN

EXCHANGE EARNINGS.

 

8.  COMMENT:  IT IS OBVIOUS FROM OUR MEETINGS THIS WEEK

WITH HIRIART AND PRESIDENTIAL ECONOMIC ADVISOR, IGNACIO

BERNAL, (REFTEL) THAT MEXICO IS HAVING SERIOUS PROBLEMS

WITH ITS CRUDE OIL PRODUCTION/EXPORT PROGRAM.  THE MUCH-

DISCUSSED, IF IMPRECISELY DEFINED, "CEILING" ON PETROLEUM

FOREIGN EXCHANGE EARNINGS FOR DEVELOPMENT NEEDS MAY TURN

OUT TO BE A TARGET THAT CAN ONLY BE REACHED BY EXPORTING

GAS.  LUCEY
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